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CHAPTER  I 


INTRODUCTION 


The  need  for  greater  efficiency  and  economy  In  government 
derations  was  axprostad  by  former  President  Kanntdy  In  hi*  1963  Budgat 
Message  to  Congrassi 

’*  our  society,  Govarnmant  axpacta  continuing  scrutiny 
and  criticism  of  its  afficiancy.  Tha  saarch  for  graatar 
efficiency  it  navar  finiahad.  What  was  an  afflclant  practice 
a  faw  yaars  ago  may  ba  obsolata  today.  Naw  apprcachat  to  work 
practices,  to  information  handling,  and  avan  to  dacltlon  making 
Itself  are  the  order  of  tha  day  throughout  government  er,  wall 
as  private  industry.* 

The  magnitude  of  increasing  costs  for  operation  of  tha  Department 
of  Defense,  expressed  In  terms  of  budgetary  requlresients,  are  stated  in 
Table  1. 


It  is  noted  in  Table  1  that  tha  U.S.  Administrative  Budget  has 
increased  from  $64  billion  in  1966  to  $98  billion  (ast.)  in  1964,  an 
increase  of  over  $34  billion  in  9  yaars.  During  tha  same  period  of  time, 
the  Defense  Budget  has  increased  from  a  low  of  $40  billion  in  1« 5,  to 
$66  billion  (est.)  in  1964,  for  an  increase  of  $15  billion  during  tha  same 
period.  Thus,  tha  defense  requirements  have  accounted  for  approximately 
44%  of  the  increase  in  the  Administrative  Budget  during  the  pa  t  10  years. 
This  has  created  the  need  to  Investigate  ways  and  means  to  Improve  the 
efficiency  of  operatit-i  in  the  Department  of  Dofense. 


lU.S.,  Congressional  Record.  88th  Cong.,  1st  beta.,  17  Je.ua. v 
1963,  House  Vol.  109  No.  6,  p.  487. 
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TABLI  1 

FEDMAL  ADMINISTRATIVE  BUDGET  EXPENDITURES  FOR  NATIONAL 
DEFENSE  FUNCTIONS  (MILLIONS  OP  DOLLARS)* 


Fiscal  Year 

Administrative  ludget 
Expenditure 

Netlenel  Defense 

X  Of  Total 

1904 

67,537 

46,986 

69.6 

1965 

64,389 

40,695 

63.2 

1966 

66,224 

40,723 

61.5 

1967 

68,966 

43,360 

62.9 

1968 

71,369 

44,234 

62.0 

1969 

80,342 

46,491 

57.9 

1960 

76,539 

45,691 

59.7 

1961 

81,515 

47,494 

58.3 

1962 

87,707 

51,103 

58.2 

1963 

94,313 

53,004 

56.2 

1964  (est.) 

98,802 

55,433 

56.1 

•Statistical  Abstract  of  tho  United  Statoa  1963,  National  Data  Book 
and  Guido  to  Sou  re  a* ,  84th  Idltlon,  Table  #334. 


A  highly  significant  portion  of  Dofanso  axpondlturo  la  required 
for  aaterlel  Maintenance.  For  exaaple,  fro*  FY  1963  through  FY  1963, 

1166  billion  was  *pent  for  procurement  of  new  weapons  systems  while  S109 
billion  sms  spent  for  operation  and  walntenance  ?f  existing  systewe.2 
The  severity  of  these  rising  costs  for  Departaent  of  Defense  operation  led 
to  direct  Intervention  by  former  President  Kennedy  to  control  these  costs. 

As  a  result,  the  President  gave  two  instructions  to  Secretary  of  Defense 
McNamara i 

1.  Develop  a  force  structure  necessary  to  the  military  requirements 
without  regard  to  arbitrary  budget  ceilings. 


Charles  J.  Hitch,  "What  Tying  Dollars  to  Military  Decision-  ■ns 
to  Defense  Manag^m^nt,"  Armed  Forces  Management.  Vol.  IX, ^November  .  >• .  , 
p.  97. 
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2*  Procure  and  operate  thit  force  at  the  lowest  poaalbla  coat. 


Sacratary  of  Dafanaa  MeMaaura,  In  hla  July  1962  aanoranduai  to  tha 
President*  gave  tha  following  report i 

Tha  atop*  wa  have  taken  in  accordance  with  your  firat 
Inetructlon  have  strengthened  our  strategic  nuclear  fore**, 
have  balanced  thaw  with  non-nuclear  foreea  capable  of  Mating 
challangaa  to  our  national  Interact  in  any  part  of  tha  world* 
and  have  created  a  new  kind  of  force  that  can  deal  with  tha 
apaclal  challenge  of  aubveralon  and  guerrilla  warfare. 

Tha  extant  of  thaaa  changea  haa  underlined  tha  lnportanee 
of  your  aecond  Inetructlon.  >e  have  wovad  on  aeveral  front*  to 
carry  out  thia  inetructlon  aa  wall. 


Third,  wa  are  giving  lntanaa  scrutiny  to  our  procuraMnt 
and  loglatlca  pollclaa  alnca  aavanty  percent  of  ovary  dafanaa 
dollar  la  apant  on  purchasing,  oonatruetlon,  operating  dapota 
and  bases,  Mintananca,  trenaportatlon  and  cowwunl cation  sarvicaa. 

Baaed  on  tha  action*  w*  have  taken  to  date  and  thr**  wa 
contaaplat*  for  the  future*  X  can  report  to  you  that  within  flv* 
year*  wa  can  cut  tha  coat  of  the  Departawnt's  logistical  operations 
by  at  laaat  >3  billion  nor  veer.  Thaaa  annual  aavinga  will 
raault  frow  the  Mra  officiant  oanagoMnt  of  our  loglatlcal  aystra 
and  will  not  b*  achlavad  through  a  reduction  in  tha  atrangth  of 
our  coabat  fore**.3 

Sacratary  HcNaMra  aatlMtad  that  since  1961,  tha  DoD  had  taken 
action  that  would  reduce  cost*  by  $76C  ailllon  in  FY  1963*  and  that  these 
savings  would  represent  2“iX  of  the  five-year  goal.  This  cost  reduction 
would  be  achlavad  In  three  waysi 

1.  Buying  only  what  we  need. 

2.  Buying  at  the  lowest  sound  price. 

3.  Reducing  operating  costs.4 

I  test  (2)  buying  at  the  lowest  sound  price*  has  led  to  a  reduction  of  the 
use  of  Cost  Plus  Fixed  Fee  contract*  and  the  increased  use  of  fixed  price 


\(.S.  Department  of  Defense.  The  Secretary  of  Defense,  Memorandum 
for  the  President,  Defense  Deaartaent  Cost  Reduction  Proorae.  1  July  !'W. 

*1  bid. 


or  Incentive  contract*.  Secretary  McNamara  reported  In  hla  memorandum  to 
tha  President5  that  that*  actions  saved  approximately  $100  million  during 
FY  1963  alon*. 


Ifaa  InsiflUtt.  fiaoiaal 

The  uta  of  Incentive  contract*  provides  a  motivating  factor  to 
tha  contractor  In  the  form  of  an  additional  monetary  reward  for  Increased 
efficiency  and  productivity  which  are  mutually  advantageous  to  both  the 
contractor  and  the  Government.  This  was  don*  In  an  attempt  to  reduce  the 
costs  to  the  government  and  at  the  same  time  provide  the  contractor  with 
sufficient  profit  motivation  to  Increase  his  efficiency. 

An  Incentive  contract  Is  based  upon  a  negotiated  target  price*  a 
negotiated  target  profit,  and  a  sharing  arrangement  based  on  over-runs  and 
under-runs.  The  over-run  Is  the  contractor  cost*  over  the  negotiated 
target  costs  and  the  under-run,  the  contractor  costs  under  the  target  cost. 
The  contractor's  profit  is  then  based  on  a  proportionate  share  of  his 
over/under- runs  trow  the  target  cost  as  determined  by  the  sharing  arrange¬ 
ment.  Incentive  contracts  can  reduce  cost*  to  the  government  by  offering 
stlwlus  to  the  contractor  for  greater  profits.  For  example,  Table  2  Is 
a  unit  cost  history  for  the  procurement  of  681  C/VC-13!>  aircraft  from  the 
Boeing  Company. 


The  Purpose 

The  reason  the  efficient  use  of  military  (and  other 
Government)  resources  is  a  special  problem  is  the  absence 
of  any  built-in  mechanisms,  like  those  in  the  private 
sector  of  the  economy,  which  lead  to  greater  efficiency.  . 
.In  government  by  contrast  there  is  no  profit  lure,  and 
promotions  or  salary  increases  do  not  depend  on  profits.  .  . 


I 


2S8S£3i888$::3 

<  WHH  HHr4Hr4(SH  W 


IIPSI|2Si||a 


SI  Si 

si  s': 

n  o  -* . 


3  is 


§ISiSS.S§JSSs 

«OOIhhhhMhhNhN 


v  V  ♦>♦» 

H*  «M  %4  «H 

8  8  88 

88  88 

J  <  Sc  < 


mm  wm 

■*>  Ml  '*>>*» 


otHD4)«^nin«n<iO 


N  N  N  C4  N  W  N  W  M 

PSjesSfCP'Picse?? 


■-«  <*> 

*>  «•*  .H 

•  4J  O  %4 

«5  i| 

I?  Is 

m  »<  m  .h 


*  «•  *  # 

♦>  V  4->  ♦> 

o  o  o  o 


mhhhhhhmhwhm 

a,o.o.&aaa.aaQ.Q.o. 


u,  U,  U.  |i<  u. 


>  u,  u«  u*  u*  u* 


o  a  o  o  o  o  o  •  o 

0'0)000-<OO^^cDt>'in 
04  'X)  —<  CO  00  iT>«— ~4C0»-4 


«  tr>0'i>ooc»Q^’0<^^ 

Cn  — a  ro  ^  f*-  o  O  co  co 

i\  <*>  c»>  i'O  co  «cj  *q  *q  *t  *j  ’‘t 


Total  Incontlvo  Earnings 


6 


lf> 

o  m  ** 

*2s 

c  ♦> 

| 

3  £  5 
O-t*  u 


-  f 

v  y  f 

tlx: 
©  o  o 
u 

a.i 

V  > 

+  +■*<' 
O'  *  -• 
*  #  * 

•  4>  CO 
VO* 

o 

©  a  *o 
>  ^>  c 

(*  • 

-c  *  ^ 

•  o 

•  *j; 

«-•  O' 
O  -C  — ♦ 
«  O  * 
u  * 
v  x:  v 
c  *  o 
o  * 
O  CM  ^ 
*4  ♦"” 
-»  O  C 
r-4  CO  O 

<  *o  O 


3  S'® 


w*  *4  V 
«•*  I  £ 

S“$ 

°s : 

8  p  o 

*4  m  < 
i  v 
Q  u  *4 
*  « 
o  >  V 
v  c  c 
o  t 
■oof 
•*  * 
V  »  *-• 

u  *  o 

•  c  a 
>  •  3 
c  «-<  </) 

8  &  • 

%i  O 
C^h 

•  CO  * 

iM  H  I 

a  i  u, 
fc  u  < 
•n  *: 

•  v 

o 

if>  n 
CO 

«-4  •  V 

I  c  c 

u  (N  O 

^  u 


1-25-63 


7 


Thus  there  is  neither  an  adequate  price  roechan.' ~  to 
reveal  the  cheapest  Methods  of  performing  public 
functions  nor  any  force  which  induces  or  compels  the 
government  to  adopt  such  methods.  .  .There  must  be  seme 
way  to  provide  postmasters  and  depot  managers  with  more 
appropriate  motivations. ^ 

The  use  of  incentive  contracts  has  led  to  reduced  costs  to  the 
government.  These  reduced  costs  have  been  obtained  as  a  result  of 
providing  the  contractor  an  Incentive,  greater  profit  for  improved 
efficiency. 

The  purpose  of  this  thesis  is  to  investigate  the  use  of  incentives 
within  industry  for  personnel  motivation,  establish  a  basic  philosophy 
and  concept  for  incentive  use,  and  determine  whether  or  not  the  USAF 
organic  maintenance  program  for  aircraft  maintenance  operates  in  a  parallel 
environment.  Or  stated  more  succinctly!  Incentives  are  used  in  industry 
to  obtain  greater  efficiencies  of  operation  and  the  question  to  be 
resolved  is,  does  the  USAF  organic  maintenance  program  for  aircraft  mainte¬ 
nance,  possess  a  similar  environment  to  obtain  greater  efficiency  through 
the  use  of  incentives? 

Vltti  1"  thf-SAMlfr 

Envlromental  comparisons  are  made  between  Industry  and  the  USAF 
maintenance  program  to  determine  the  feasibility  of  an  industrial-type 
incentive  program  applicable  to  the  USAF.  To  accomplish  these  comparisons! 

1.  The  literature  is  reviewed  to  trace  contemporary  history  and 
develop  a  concept  end  philosophy  necessary  for  the  successful  application 
of  incentives. 

2,  The  parallelism  of  incentive  environments  between  industry  and 


Charles  J.  Hitch,  and  Roland  N.  McKean,  The  Economics  of  .defense 
in  the  Nuclear  Age.  (Cambridge,  Mass.!  The  Colonial  Press  for  Harvard 
University  Press,  I960),  pp.  105-109. 
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the  USAF  organic  mintenance  prograa  Is  studied  and  an  examination  is 
made  of  existing  differences. 


Maintenance  econoades  necessitate  the  review  of  present  management 
procedures  and  practices.  The  need  for  greater  economy  requires  innova* 
tions  and  exploring  for  the  new,  the  different,  and  the  unique.  One  such 
innovation  has  been,  and  is,  the  increased  use  and  reliance  on  incentive 
contracts  to  reduce  costs  to  the  government  in  procurement  actions  with 
private  Industry.  The  very  foundation  for  achieving  these  reduced  costs 
is  the  profit  motive  associated  with  free  enterprise  in  our  society.  The 
heart  of  this  profit  motive  is  the  efficiency  with  which  the  individual  can 
produce  for  the  company,  plant,  or  Industry.  This  fact  has  been  recognized 
by  private  enterprise  and  as  a  result  various  methods  of  rewarding  effi¬ 
ciency  have  been  studied,  developed,  »nd  placed  into  use  as  a  means  of 
motivating  or  stimulating  the  lndividjal  to  obtain  greater  efficiency  in 
production  output. 

The  purpose  of  this  thesis  is  to  investigate  the  use  of  incentives 
within  industry  for  personnel  motivation,  establish  a  basic  philosophy  and 
concept,  and  determine  who-.i.er  or  not  the  USAF  organic  maintenance  program 
for  aircraft  maintenance,  operates  In  a  parallel  environment. 


CHAPTER  II 


OONCEPTS  AND  PHILOSOPHY  FOR  AN  INCENTIVE  PROGRAM 

The  purpose  of  this  chapter  1$  to  explore  the  industrial  use  of 
incentives  and  to  trace  their  contemporary  history,  develop  a  philosophy 
and  concept  necessary  to  iapleaent  an  incentive  program,  and  provide  the 
background  for  incentive  application  within  the  USAF  maintenance  program. 

The  history  of  worker  motivation  in  Industry  is  directly  parallel 
to  the  history  of  management.  However,  the  philosophy  that  management  uses 
and  the  techniques  formulated  for  industrial  operation  are  dependent  on 
the  questions  Nhat  provides  the  worker  with  the  greatest  Job  satisfaction 
and  at  the  same  time  motivates  him  to  work  with  greater  efficiency  to 
obtain  the  company's  objectives?1 

Mutuality  of  Interests  between  the  worker  and  the  employer  was  the 
theme  expressed  by  Andrew  Ure  and  Charles  Babbage  in  the  middle  19th 
Century.2  At  this  time,  the  unions  were  almost  nonexistent  and  those  that 
did  exist  were  loosely  organized  and  semi-secret.  As  a  result  there  was 
no  coaann  basis  for  the  union  to  act  as  a  collective  agent  for  the  employees. 
Tn  the  production  effort,  wages  were  usually  based  on  piece-rate  production. 
The  more  the  worker  produced,  the  more  he  earned,  or  so  the  philosophy 

l*ilUam  G.  Scott,  Human  Relations  In  Management.  (Homewood,  Illinois! 
Richard  D.  Irwin,  Inc.,  1962),  p.  22. 

William  G.  Scott,  Human  Relations  In  Management,  p.  23,  citing  Andrew 
Ure  and  Charles  Babbage. 
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went.  But  this  ms  not  always  the  case.  Englahd,  during  the  middle  19th 
Century,  was  not  noted  for  its  outstanding  treatment  of  the  worker.  In 
fact,  L.  P.  Alford  and  H.  Russell  Beatty  referred  to  the  situation  as  the 

3 

"degradation  of  labor"  ar.d  "English  factory  slavery."  The  greatest 
fallacy  of  the  theory  of  piece*rate  production  during  this  period  of  time 
was  that  no  minimum  base  for  worker  pay  had  been  set. 

The  concept  of  mutality  of  interest,  expressed  above,  was  based  on 
the  premise  that  It' was  in  the  best  Interest  of  the  employee  to  work 
harder,  to  produce  more,  the  end  result  being  that  the  worker  would  benefit 
by  receiving  more  pay  and  the  employer  would  receive  more  profit  by  the 
increased  production.  This  ms  not  almys  the  case  during  this  period,  and 
it  usually  resulted  in  a  one-sided  arrangement,  that  is,  the  employer 
would  receive  greater  profit  by  the  increase  in  production,  but  the  employee 
would  generally  find  a  piece-rate  pay  decrease  as  a  result  of  his  increased 
effort. 

The  early  writers  in  the  field  of  scientific  management  equated  all 
relations  between  management  and  labor  to  a  profit  motive,  that  is,  the 
motivation  of  the  worker  in  his  production  effort  was  directly  related  to 
money.4  Money  was  the  answer  to  the  problem  of  stimulating  the  worker 
regardless  of  the  conditions  of  the  work,  lire  and  Babbage  established  a 
basic  premise  for  worker  motivation*  work  and  the  worker  were  indisputable 
economic  commodities,  and  as  such  they  would  respond  to  economic  law,  the 
economic  man.  Motivation  and  money  were  synonymous. 

3 

L.  P.  Alford  and  H.  Russell  Beatty,  Principles  of  Industrial 
Management.  (Revised  edition,  1951:  New  York*  The  Ronald  Frees  Co.,  1940), 
p.  13. 


4Scott,  p.  24 
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Working  condition#  in  the  aid-19th  Century  England  were  intolerable 
for  the  worker.  So  much  so,  that  it  necessitated  the  beginning  of  the 
English  Fcctory  Acts.  The  first  Act  and  succeeding  amendments  Halted 
working  hours  by  sex  and  age  because  conditions  were  becoming  so  bad,  they 
were  intolerable  even  to  the  English  govemaent. 

One  would  ask,  "What  }.i  the  relation  between  the  English  Factory 
Act  and  aotivating  the  worker?"  The  answer  is  relatively  siaple--it  was 
the  beginning  of  the  scientific  aanageaent  aoveaent.  This  aoveaent  was 
defined  by  Alford  and  Beatty  as  the  acceptance  and  use  of  accuaulated 
experience,  convictions,  and  knowledge  of  fundaaentals  that  becaae  part 
of  the  intellectual  systea.  It  replaced  the  trial  and  error  aethod  by 
using  established  results  contained  in  laws  and  principles. 

Mutuality  of  Interest  between  employer  and  eaployee  now  becaae 
iaportant  because  this  concept  eaphasized  that  one  cannot  do  without  the 
other.  Applying  the  scientific  approach  to  aanageaent  this  Mutuality  becaae 
even  aore  iaportant  due  to  the  interwoven  relationship  between  profit, 
efficiency,  and  productivity  in  a  free  enterprise  society.  The  aanageaent 
theorists  of  that  tiae  held  that  aan  would  extend  himself  to  greater  efforts 
if  he  knew  that  his  labor  would  result  in  greater  rewards  for  hlaself. 

The  scientific  management  movement  opened  the  field  for  the 
innovator  in  industrial  aanageaent.  Ralph  C.  Davis  was  one  of  these  innovators. 
In  his  book  "Industrial  Organization  and  Management,"  he  developed  business 
objectives,  ethics,  policies,  and  the  role  of  leadership  in  business.5 
He  progressed  further  until  he  made  an  analysis  of  the  basic  management 
functions  of  planning,  organizing,  and  controlling. 

5Ralph  C.  Davis,  Industrial  Organization  and  Management.  (New  York* 
Harper  &  Brothers,  1939) 
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Although  not  the  first  to  define  the  need  for  management, -this  wee 
probebly  one  of  the  first  works  to  be  completely  professionally  oriented.® 

The  Chicago  Hawthorne  Works  of  the  Western  Electric  Co.  conducted 
experiments  to  determine  the  physiological  reaction  of  the  worker  to 
changes  In  environment.  The  original  study  was  developed  to  determine 
the  effects  of  stages  of  plant  lighting.  The  original  assumption  was  that 
as  the  amount  of  light  within  the  production  area  was  decreased,  the  amount 
of  output  by  the  workers  would  also  decrease.  The  results  did  not  bear 
out  thls^assumptioni  In  fact,  the  exact  opposite  occurred,  as  light 
decreased,  production  increased.7 

These  results  led  to  later  studies  in  the  psychological  aspect  of 
industrial  organization  and  worker  motivation.  The  conclusions  of  the 
Hawthorne  study  emphasized  the  psychological  as  well  as  the  physiological 
needs  of  the  worker. 

The  parallelisms  that  were  beginning  to  form  between  the  human 
relatlonl&ts  and  the  studies  being  made  in  industrial  production  soon 
disproved  the  theories  of  the  early  management  philosophers.  The  economic 
man  was  no  more.  This  philosophy  was  replaced  by  a  modern  philosophy 
that  the  manager  must  not  only  meet  the  needs  of  the  organization  but  also 
meet  the  needs  of  the  worker.  Davis  recognized  this  in  his  later  work, 

"The  Fundamentals  of  Top  Management,"  in  which  he  described  the  informal 
organization,  social  status  and  the  psychological  needs  of  the  worker.® 

6Scott,  p.  34. 

7Edwin  Scott  Roscoe,  Organization  for  Production.  (Homewood, 
Illinois!  Richard  D.  Irwin,  Inc.,  1959),  p.  36. 

®Ralph  C.  Davis,  The  Fundamentals  of  Tod  Management.  (New  York! 
Harper  &  Brothers,  1951). 
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The  Manager  today  must-meet  not  only  tha  requirements  of  the  organizations' 
objectives,  but  also  the  workers'  needs  to  meet  these  objectives. 

Since  the  end  of  World  War  II,  an  increasing  number  of  companies 
have  become  wore  concerned  about  their  incentive  compensation  practices. 
This  concern  has  led  to  Many  studies  made  by  the  conpanles  themselves  to 
determine  the  practices  carried  out  by  Industry  for  both  managerial  and 
supervisory  compensation.  The  National  Industrial  Conference  Board,  Inc.,^ 
has  made  several  studies  in  this  area.  In  their  Personnel  Policy  Study 
No.  177,  the  Board  surveyed  363  firms,  262  (72.2%)  of  which  were  non- 
manufacturing  companies  employing  767,086  personnel.  This  survey 
encompassed  all  aspects  of  supervisory  compensation  from  determination 
of  base  pay  to  participation  in  Incentive  arrangements.10  Although 
priisary  Interest  in  this  thesis  is  incentive  compensation,  it  Is  worthy 
of  note  to  mention  a  few  of  the  findings  made  as  a  result  of  the  study. 

Approximately  86%  of  the  companies  included  in  the  survey  reported 
that  salaries  of  the  first-line  supervisor  were  based  on  the  going  rate 
in  the  industry  or  area  or  both. 

The  majority  of  the  companies  surveyed  varied  the  pay  of  supervisors 
according  to  individual  performance,  job  duties,  and  seniority.  Eighty- 
six  percent  of  the  companies  made  individual  adjustments  on  merit  only; 
approximately  one-half  of  the  companies  made  adjustments  at  regular 
intervals,  usually  on  a  calendar  basis  or  on  the  employment  anniversary 


o 

The  National  Industrial  Conference  Board  is  a  nonprofit,  fact¬ 
finding  laboratory.  It  was  organized  in  1916.  Since  then,  it  has  served 
as  a a  institution  for  scientific  research  in  the  fields  of  business  economics 
and  business  management. 

10National  Industrial  Conference  Board,  Inc.,  Compensating  First- 
line  Supervisors  in  Factory  and  Office.  Studies  in  Personnel  Policy  Mo.  177. 
New  York*  National  Industrial  Conference  Hoard  Inc.,  1960. 
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date.  .Many  companies  made  salary  adjustments  when  warranted  ky  the  merit 
of  the  employee.  Forty-three  companies  restricted  the  sire  of  the  increase 
to  5*  to  10*  of  the  Individual's  base  pay.  More  than  half  of  the  363 
companies  participating  in  the  study  paid  supervisors  some  form  of  incentive 
compensation. 


Incentive  Concepts  and  Philosophy 

Writers  in  the  field  of  personnel/industrial  relations  agree  almost 
unanimously  that  an  incentive  is  a  stimulus  that  provides  motivation  to 
the’  recipient.  All  agree  that  Incentives  may  take  the  form  of  financial 
and.non-financlal,  positive,  and  negative,  and  individual  ,and  group  recogni¬ 
tion.  All  agree  that  a  successful  incentive  program  must  be  simple  to 
administer,  simple  for  the  workers  to  understand,  and  accepted  by  both 
manager  and  worker  alike.  Incentive  plans  employed  by  industry  .-re  numerous, 
ranging  from  simple  piecework  to  highly  complex  plans  with  arrangements  for 
bonus  and  premium  payments.1*  Incentive  plan  objectives  are  simple}  they 
attempt  to  tie  together  high  productivity,  high  wages,  and  low  production 
costs.  However,  all  incentive  uses  in  the  production  effort  are  eased  on 
standaros  establisned  for  a  specific  job. 

Frederick  W.  Taylor,  considered  one  of  the  outstanding  leaders  in 
the  field  of  Industrial  management,  was  one  of  the  first  to  employ  the  use 
of  job  standards  in  conjunction  with  careful  analysis  of  the  best  methods 
of  accomplishing  a  given  task.  Once  the  standards  are  established,  the 
best  method  determined,  the  company  was  then  in  the  position  to  award  the 
worker  an  additional  bonus  for  meeting  or  exceeding  the  given  standards.1^ 

^Charles  W.  Brennan,  Wage  Administration.  (Homewood,  Illinois! 
Richard  D.  Irwin,  Inc.,  1963),  p.  224. 

1 9 

'rederick  W.  Taylor,  The  Principles  of  Scientific  Management. 

(New  York:  Harper  &  Brothers,  1942),  p.  9. 
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The  point  is,  before  any  IncVhtlva  plan  can  be  effectively  Introduced, 
two  elements  Bust  be  established!  standards  Bust  be  set  for  job  performance, 
and  base  pay  Mist  be  equal  to  the  "going  rate"  within  the  industry  or  the 
locile  in  which  the  company  sis  located,  or  both.  The  necessity  for 
establishing  accurate  standards  is  pointed  out  by  Scott,13  Alford  and 
Beatty,14  Belcher,1®  >nd  others.  If  these  standards  are  too  "loose,"  the 
average  worker  can  easily  exceed  the  standards,  thereby  resulting  In 
Increased  production  coats  and  lowered  efficiency.  If  the  standards  are 
too  high,  the  result  can  lead  to  morale  deterioration  among  the  employees 
due  to  the  difficulty  in  exceeding  or  in  some  cases  even  reaching  them. 

Or.ce  standards  have  been  set,  the  employer  can  develop  a  sound 
incentive  program.  Again,  criteria  Bust' be  followed  to  determine  what 
constitutes  a  sound  program.  Brennan  establishes  six  essentials*16  Alford 
and  Beatty  four.17  The  similarities  between  the  two  sets  of  essentials 
suggest  consolidation. 

1.  The  plan  mist  be  simple,  it  must  be  free  of  complex  and 
intricate  arrangements {  the  employee  Bust  be  able  to  calculate  his  earnings 
for  hlamelf  with  little  difficulty.  Complex  plans  do  not  lend  credance, 
the  employee  does  not  trust  them. 

2,  The  plan  must  be  equitable,  in  no  case  should  an  employee  receive 
less  wages  under-  an  incentive  plan  than  he  would  have  received  under  a 
guaranteed  wage. 

13Scott,  p.  254. 

14Alford  and  Beatty,  p.  671. 

i-^Davld  W.  Belcher,  Wage  anc*.  Salary  Administration.  {New  Yorks 
Prentice-Hall,  1955),  p.  374. 

16Brennan,  p,  226. 

17Alford  and  Beatty,  p.  675. 
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3.  The  plan. must  provide  an  incentive}  goals  and  standards  set 
to  qualify  for  an  incentive  plan  must  be  carefully  set;  neither  too  high 
nor  too  low. 

4.  The  plan  must  be  based  on  sound  standards}  this  constitutes 
a  two-part  plant  guaranteed  wage  or  fixed  payment  for  a  given  amount  of 
production  and  additional  payment  for  production  which  exceeds  standards. 

5.  The  plan  must  have  the  backing  of  the  employees.  This  Implies 
the  active  participation  of  the  employees. 

6.  The  plan  must  have  the  backing  of  management  to  encourage 
employee  backing. 

The  primary  difference  between  Brennan's  and  Alford  and  Beatty's 
essentials  lies  in  the  latter's  additional  proposal  that  incentives  must 
reward  generously.  The  reward  should  be  in  direct  proportion  to  the 
contribution  the  employee  makes  to  the  company. 

Incentive  Compensation  for  Supervisors 

Many  companies  believe  that  the  attitude  and  production  of  the  worker 
are  dependent  upon  the  supervision  the  employee  receives.  As  a  result, 
these  companies  have  included  the  supervisor  in  some  form  of  incentive  plan. 
The  objectives,  of  a  supervisory  incentive  plan  is  to  encourage  cost-con¬ 
sciousness  and  at  the  same  time  reward  the  supervisor  for  his  constructive 
and  beneficial  efforts  to  reduce  the  costs  of  his  operations.^ 

Again,  there  is  no  one  plan,  no  one  system,  no  one  standard,  on 
which  to  base  supervisory  incentive  compensation.  It  was  found,  however, 

In  Personnel  Study  No.  177,  that  companies  which  limit  total  compensation 
of  supervisors  to  base  pay  make  extensive  use  of  non-financial  incentives.^ 

■  "  ‘  "  "*S  . .  .1  — ...  —  »wi  —  -  ■  .1  ■  — —  l  . —  ■  ■  i  ■  ■  ■■■  ■»  ■»  ■  ■  ■  — . .  .mi.  ...  . 

^Brennan,  p.  313. 

^Studies  in  Personnel  Policy  No.  17’’,  p.  *>6. 
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There  Is  a  general  belief  among  Industrial  psychologists  that  non-financial 
incentives  are  the  strongest  among  supervisory  personnel  if  base  salaries 
are  equitable  and  there  is  some  degree  of  job  security. 

There  are  both  scoffers  and  advocates  of  each  form  of  supervisory 
incentive  compensation.  For  example*  many  companies  believe  that  year-end 
or  Christmas  bonuses  serve  very  little  purpose  as  a  motivational  stimulator* 
acting  only  as  an  appeaser  because  there  is  either  no,  or  very  little 
relation  between  the  worker's  production  and  the  year-end  bonus.  The  bonus 
as  an  incentive*  must  be  directly  proportional  to  the  individual  efforts 
of  the  employee  concerned  and  not  as  an  automatic  boon*  to  be  dispensed  as 
a  token  of  a  company's  good  will. 

Pis  fit-dating  aim*  Profit-sharing  plans  can  take  one  or  two 
forms— current  or  deferred.  Under  the  current  plan,  profits  are  dispensed 
as  a  year-end  bonus.  The  deferred  payment  plan  generally  provides  for  pay¬ 
ment  after  retirement,  disability*  or  death. 

PtaftcUgn-ahttina  Production-Sharing  plans  are  hybrid  forms 

of  the  profit-sharing  plan.^®  This  type  plan  is  more  commonly  known  as  the 
Scanlon  Plan,  named  for  its  originator*  Joseph  L.  Scanlon.  This  plan 
attempts  to  mobilize  the  entire  orgainz3tion  Into  a  cooperative  force.  The 
aim  is  to  reduce  costs,  the  rewardt  a  share  in  the  reduced  costs  as  a 
bonus.  The  Scanlon  Plan  Is  based  on  job  standards.  In  addition  to  reducing 
operations  to  a  common  denominator  that  the  workers  can  understand^  such 
as  «m!ts  stored  and/or  produced,  the  plan  also  uses  a  suggestion  system  for 
job,  department  or  plant,  to  reduce  costs  in  the  manufacturing  process.  A 
committee  is  formed  from  each  department  to  review  and  pass  on  the  applica¬ 
bility  of  the  employee's  suggestions.  If  the  suggestion  leads  to  reduced 


201M4>  P*  59, 
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costs  for  the  applicable  department,  a  group  share  of  the-  sayings  would 
go  to  th*  employees  as  a  bonus.  The  percentage  saved  is  prorated  to  each 
employee  and  the  amount  received  is  figured  on  this  percentage  times  the 
worker's  base  pay. 

The  Scanlon  Plan,  like  others,  is  dependent  upon  standards  baing 
established  for  the  production  unit  and  the  necessary  controls  to,  insure 
feedback  of  information,  in  this  instance,  for  cost  control  purposes. 

There  are,  however,  certain  basic  steps  that  should  be  fallowed  in 
establishing  a  supervisory  incentive  plan.21  First,  the  factorsjsto  be  used 
for  measurement  must  be  determined.  The  proper  selection  of  th  fse  factors 
should  insure  that  the  supervisor  directs  his  attention  to  the  important 
aspects  of  the  job,  and  the  supervisor  should  have  control  over  the  factors 
used.  If  material  costs  are  a  factor,  the  measurement  should  be  in  re-work 
and  waste,  not  on  the  market  price  of  the  material  used.  Each  factor 
selected  should  be  weighed  with  respect  to  the  proportion  that  individual 
costs  add  to  the  total  costs  of  the  individual  department  or  total  company 
volume.22  After  weighing  the  factors  selected,  standards  must  be  set  on 
each  factor  value.  This  can  be  accomplished  by  establishing >a  norm  of 
production  over  a  period  of  time,  by  the  use  of  standard  leaders  in  the 
department  in  question,  or  through  the  use  of  learning  curves.  Standards, 
however,  must  be  set  on  an  equitable  basis.  Some  writers  say  that  standards 
should  be  between  10%  to  8($  of  what  is  expected  to  be  optimum  production. 

The  basis  for  rewards  and  penalties  can  be  set  once  the  standards 

21Belcher,  p.  399. 

90 

*Tne  weighting  of  factors  is  a  matter  of  choice,  however,  the 
weights  assigned  should  be  related  to  the  costs  of  the  selected  factor. 

If  direct  labor  hours  are  the  high-cost  factor,  more  weight  should  be 
placed  on  motivating  labor  than,  say,  on  scrap  salvage.  For  a  more 
detailed  explanation  on  incentive  weights,  the  reader  is  referred  to  Belcher's 
Wage  and  Salary  Administration,  p.  400. 
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hm  been  developed.2**  For  example,  positive  bonus  point*  can  bo  sealed 
froerO  on  standard  production  to  20#  to  23#  for  reaching  what  la  doaerlbad 
a*  optimum  production.  Negative  points  can  be  assessed  for  production 
bolow  th*  standard  volusw. 

Tho  last  stop  is  th*  notification  to  *ach  supervisor  of  what  Is 
expoctod,  th*  standards  which  hav*  b**n  set,  how  bonus  points  can  b* 
accuaulatud  and  assessing  penalty  points.  The  supervisor  wust  then  be 
notified  periodically  of  th*  standing  of  his  department  In  th*  incentive 
program. 

The  Personnel  Study  No.  17724  suaw  up  th*  reasons  for  success  of 
Incentive  plans  in  companies  participating  In  their  study  as  followsi 

1.  CflUnY  linearity.  -  Workers  recognlr*  th*  incentive  plan  as 
being  a  sincere  effort  on  the  part  of  the  company  to  share  prosperity. 

3.  Planning  stability.  -  Th*  companies  using  Incentive  plans 
generally  operate  th*  saw*  foraula  for  a  poriod  of  tins,  usually  on*  year. 
Th*  companies  are  honor-bound  not  to  change  Just  because  good  supervision 
pays  off  to  the  supervisor  ieor*  than  th*  coapany  expected. 

3.  Realistic  standards.  -  Performance  is  measured  in  terms  of 
reliable  standards  and  Is  rewarded  when  these  standards  ars  exceeded. 

4.  Simplicity  and  clarity.  -  The  formula*  used  for  computing  pay. 
can  be  readily  understood  by  the  participating  personnel. 

5.  Teaci  participation.  -  Supervisors  feel  related  to  the  management 
of  the  coapany.  This  by  itself  provides  a  strong  morale  factor  to  the 
supervisors  and  makes  them  feel  "part  of  the  management  team." 

2^It  Is  apparent  that  on  a  group  effort,  such  as  the  Scanlon  Plan, 
this  application  of  incentives  would  certainly  creato  the  need  for  harmony 
and  cooperation  among  the  employees. 

24Studies  In  Porsonnol  Policy  No.  177,  p.  66. 
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Executive  Incentive  Compensation  Plans 

Exrcutive  incentive  compensation  which  varies  from  industry  to 
industry  presents  a  slightly  different  insight  into  the  problem  of  provid¬ 
ing  supplemental  income  to  the  executive  than  the  supervisory  personnel. 

The  objectives  for  both  groups  are  the  same.  Belcher  generalizes  these 
objectives  ast 

1.  To  obtain  and  maintain  an  adequate  source  of  capable  personnel. 

2.  To  provide  rewards  proportional  to  the  level  of  the  work  within 
the  organizational  structure. 

3.  To  provide  incentives  to  obtain  production  within  the  level  of 
capability  of  the  individual.25 

The  concept  of  applying  a  motivational  force  to  obtain  greater 
efficiency  does  not  change  between  the  supervisor  and  the  executive.  What 
does  change  is  the  type  of  stimulation  applied,  tat,  and  this  is  most 
interesting,  each  company,  prior  to  establishing  an  executive  plan,  must 
determine  (l)  that  salaries  are  adequate  (comparable  to  locale  or  industry) 
and,  (2)  salaries  must  be  proportional  to  the  level  of  the  executive  when 
considering  functions  and  responsibilities.  Once  these  two  facets  of 
compensation  are  established  by  the  company,  they  can  then  proceed  to 
develop  an  executive  incentive  plan.2^1 

Belcher,  divides  executive  incentive  plans  into  two  categories? 
incentive  plans  and  tax  savings  plans.2/  The  incentive  plan  is  further 
divided  into  cost  reduction  or  profit  type  and  standard  accomplishment. 

25Belcher,  p.  404. 

26Ibld. 

27IM-4>  P*  405. 
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In  the  former,  executives  are  judged  by  their  cost  reduction  accomplishments 
which  lead  to  greater  company  profits  and  are  rewarded  accordingly.  In 
the  latter,  the  executive  is  judged  by  hit  standard  accomplishment.  Again, 
to  wake  effective  use  of  the  standard  accomplish  went,  it  is  necessary  to 
set  standards  in  each  of  the  principal  division*  within  the  company.  The 
Identity  of  ihe  executive  standard  plan  is  so  eiwilar  to  the  supervisory 
plan  that  further  discussion  would  serve  no  practical  purpose. 

The  cost  reduction  or  profit  plan.  -  The  cost  reduction  or  profit 
plan  is  based  on  two  factors,  (l)  the  executive's  job  profit  potential 
which  can  be  measured  in  terms  of  units  produced  at  a  lower  p.ice,  product 
quality,  meeting  schedules,  and  facility  utilisation,  and  (2)  at  the  end 
of  the  company's  fiscal  year,  the  measurement  of  the  potential  realized. 
Based  on  established  formulas,  the  bonus  compansatlon  concluded  that  a 
successful  plan  required  a  minimum  bonus  of  30#  of  base  pay.29 

Tax  savings  nlan.  -  It  is  not  enough  to  provide  additional  Increments 
of  "base-pay"  with  the  current  progressive  Income  tax.  The  tax  structure 
is  so  designed  that  as  the  Income  increases,  the  proportional  return  is 
decreased  as  far  :  the  executive  is  concerned.  This  defeats  the  purpose 
of  executive  incentive  compensation  as  far  as  the  company  is  concerned,  and 
in  some  cases  may  even  be  a  hlnderance  to  the  executive  progression  pattern 
within  the  company  itself.  This  can  com*  about  through  top  executives 
refusing  the  added  bonus  to  the  "pay-check"  due  to  the  tax  structure.  This 
in  turn  can  reflect  upon  the  scale  of  the  executives  down  the  line  in  the 
organizational  hierarchy. 

There  is  almost  no  limit  tc  the  combination  of  tax  savings  plans 
which  industry  offers  its  executives.  In  Personnel  Studies  No.  173  arid  173, 

Arch  Patton,  "Who  Shouli  uet  $?ock  Options *M  Pgrsor.-'»/l  Jou’r.i; , 

•  o:.  iC,  No.  1.,  (April  l  >52',  op.  417.414. 
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the  Board  listed  some  of  these  plans  which  are  being  used  in  various 
industries*29 

IfttttllBtn;  fonuii  Ellfi*  -  The  executive  "earns  out"  the  bonus  in 
a  period  of  time,  usually  four  to  five  years.  If  he  resigns  during  this 
period  of  time,  he  forfeits  the  remaining  Installments. 

Deferred  Bonus  Plan.  -  The  bonus  award  is  paid  at  the  time  the 
executive  terminates  his  employment  with  the  company. 

Stock  Purchase  Plans.  -  This  allows  the  executive  to  buy  stock  in 
the  company  at  less  than  market  price.30 

Bach  of  the  above  plans  are  deferred  compensation  plans  designed  to 
provide  the  executive  a  "break"  on  the  tax  structure  and  at  the  same  time 
permit  him  to  "reap"  the  benefits  of  his  productive  effort  toward  achieving 
the  company  goals. 

Other  benefits  for  the  executive  can  Include  such  features  as*31 

flmnst  fBlmCMt.  iLIai  atu  flf  *  This  can  be  for  home 

buying,  home  Improvements,  and  other  needs  which  the  employee  may  have. 

This  financial  assistance  can  take  place  at  a  much  lower  Interest  rate  than 
could  be  obtained  commercially. 

SUBBlY  nttdt -a-t-dUSfianL.Cfllti*  -  This  can  include  such  items 

as  company  operated  home  maintenance  crews,  sale  at  discount  costs  such 
Items  as  furniture,  subsistence  Items,  hospitalization  for  the  entire  family, 
company  furnished  legal  counsel,  use  of  company-owned  recreational  facil¬ 
ities,  educational  costs,  group  health  and  life  Insurance  programs,  and 

Studies  in  Personnel  Policies  No.  173,  dated  1969,  and  Study  No. 

179,  dated  i960. 

^^This  is  closely  controlled  by  the  I960  Revenue  Act,  and  se's  prices 
that  stock  can  be  sold  and  options  concerning  the  capital  gain  rates. 

3^y*illiam  J.  Casey  ana  J,  K.  Lasser,  Executive  Pay  Plans  :  <*.  1. 

'nCaalyr,  New  i'crk:  5'"- 1  n-ts  Hermr's  . 
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nusmzous  other  "fringe"  benefits  >t  either  coapany  expense  or  at  a  reduced 
coet  to  the  eaployee. 

The  Halt  of  executive  Incentive  compensation  can  be  reached  only 
through  the  Unit  of  one's  iaaginationi  but,  there  is  one  thing  coamon  to 
each  of  the  financial  plans  and  that  is*  there  aust  be  sow  for*  of  aeasure- 
aent  to  dote  mint  the  executives  efficiency  within  his  area  of  responsibility. 
This  weasurewent,  or  the  setting  of  standards  to  wake  this  weasu rewont,  is 
probsbly  one  of  the  aost  crucial  acts  in  which  a  coapany  will  engage. 


■SiOMiDC 

Worker  aotivatlon  has  been  a  problem  that  has  plagued  the  aanager 
since  the  first  oapleyer/eaployee  relationship  was  established.  This 
problea  wes  expressed  by  early  writers  as  a  "actuality  of  interest"  between 
the  worker  and  his  eaployer.  The  aero  the  worker  produced,  the  tore  he 
earned.  Out  this  wss  not  alwoys  the  situation.  In  the  alddle  19th  Century 
England,  the  eaployer  wes  not  Interested  In  thv  workers'  lot,  a  fact  that 
necessitated  the  English  Factory  Act  and  succeeding  changes  to  that  Act. 

This  was  one  of  the  first  national  regulations  that  recognized  the  conditions 
under  which  the  worker  wes  eaployed. 

The  English  Factory  Act,  and  its  resulting  changes,  brought  about 
the  first  studies  in  scientific  aanageaent.  These  studies  resulted  in  the 
recognition  that  conditions,  other  than  purely  econoaic,  had  to  be  changed 
in  order  to  provide  worker  aotivatlon. 

The  scientific  aanageaent  aoveaent  opened  the  field  for  the  innovator 
in  industrial  aanageaent.  The  recognition  that  the  plant  or  coapany  was 
also  a  coMWjnlty,  subject  to  all  t>ie  ills  of  a  coaaunity,  led  to  additional 
industrial  research  on  worker  aotivatlon,  production  possibilities  through 
aotivational  effort,  and  reduced  operating  costs. 
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Various  plans  wars  introduced  to  obtain  or  provide  for  worker 
Motivation.  Some  plans  ward  wore  successful  than  others*  ton  were 
developed  for  the  worker,  others  for  the  supervisors,  and  still  others 
for  the  Manager  or  executive.  But  each  plan  had  coMMonality  of  purpose 
and  the  hoped  for  effect,  reduced  operating  costs,  increased  profits,  and 
the  recognition  that  extra  effort  and  success  in  Meeting  goals  or  standards 
Must  result  In  soms  fore  of  reward  to  the  individual  or  group  contributing 
to  objective  attainment. 

It  has  been  generally  concluded  by  Most  Motivational  researchers 
In  lnAistrial  relations,  that  two  elements  Must  be  in  being  before  a  sound 
Incentive  prograw  can  be  established!  (l)  standards  must  be  set  for  job 
perfoiMance,  and  (2)  the  pay  rate  Must  be  equal  to  the  "going"  rate  within 
the  Industry  or  locale.  The  setting  of  standards  is  probably  ‘.he  Most 
critical  from  the  motivational  aspect. 

The  application  of  incentives  for  both  supervisory  and  executive 
personnel  varies  froM  company  to  coopany.  There  is  no  one  Magic  formula 
to  determine  the  best,  the  one  leading  to  greater  production,  or  the  one 
giving  the  Most  employee  satisfaction.  This  is  dependent  upon  the  company 
objectives,  size  of  the  company,  the  industry  Itself,  production  volume, 
sales  volume,  and  many  other  factors  that  must  be  weighed  individually. 

Regardless  of  the  plan  used,  the  end  result  should  be  the  same. 

The  company's  objectives  should  be  attained  and  the  results  produced  should 
be  met  by  the  company  with  a  reward  proportional  to  the  contribution  the 
employee  makes  to  the  company’s  success. 


CHAPTER  III 


USAF  INCENTIVE  APPLICATION 

The  purpose  of  this  chapter  Is  to  explore  tho  possibilities  for 
incentive  uses  within  the  USAF  maintenance  program.  In  addition,  a  cose 
par Ison  will  be  made  to  detenaine  if  the  USAF  Maintenance  environment  Is 
compatible  to  the  use  of  an  incentive  program  such  as  found  in  Industry. 

The  concept  of  work  standards  being  used  as  an  efficiency  measurement, 
developed  in  Chapter  II,  will  be  applied  and  an  examination  will  be  msde 
subsequently  of  four  Air  Force  sponsored  Incentive  programs.  Two  of  these 
prograa*  are  applicable  thoughout  the  Air  Force,  one  Is  applicable  to  all 
logistic  organisations,  and  one  is  applicable  only  to  the  meintenence 
effort. 

Any  manager  is  concerned  with  the  use  of  resources  such  as  time, 
material,  personnel,  and  money.  The  determination  of  what  resources  will 
be  used,  how  they  will  be  used,  and  when  they  will  be  used  are  all  part  of 
the  manager's  respon ;lblllty.  If  he  is  cost  conscious  he  will  use  these 
resources  sparingly,  with  only  minimum  quantities  o*  each  being  consumed 
to  accomplish  his  objectives.  If  he  does  not  give  consideration  to  the 
element  of  expense,  he  can  Indeed  be  wasteful  of  resources.  This  by  no 
means  Implies  negligence,  rather  It  Implies  that  It  becomes  necessary  to 
draw  his  attention  to  the  efficiency  which  his  position  dictates.*  In 

lThe  over-all  objective  of  Air  Force  management  is  to  achieve  naximum 
operational  effectiveness  in  accomplishing  the  essential  missions  assigned.  . 
.The  proof  of  success  of  management  Is  operational  effectiveness.  .  .comnanders 
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this  rsspsct,  the  problems  faced  by  the  military  manager  are  no  different 
than  the  probiea*  faced  by  his  civilian  counterparts  in  industry.  When 
defense  per  se,  is  eliminated  from  the  responsibilities. of  the  military 
manager,  he  becomes  responsible  for  an  industrial,  coasserclal,  wholesale,  or 
retail  operation.  If  he  were  selling  his  commodities  on  a  competitive  basis, 
his  problems  would  be  the  saw  as  any  other  manufacturer,  wholesaler,  or 
retailer.  To  compete,  he  would  have  to  be  aware  of  the  need  for  efficiency 
of  operation. 

The  military  manager  cannot  be  relieved  of  the  responsibility  for 
defense.  He  cannot  be  placed  in  a  position  of  having  to  compete  with  other 
commercial  enterprises.  He  cannot  be  expected  to  produce  a  profit  which  in 
this  sense  is  a  monetary  return  over  and  above  his  actual  costs.  There  are 
times  when  he  is  confronted  with  situations  not  conducive  to  efficiency,  such 
as  unscheduled  maintenance  requiring  overtime,  unprogranmed  requirements  or 
unexpected  emergencies  using  resources  for  which  there  is  no  reimbursement, 
either  budgeted  or  funded.  But,  these  are  not  the  conditions  over  which  he 
always  has  control.  In  most  Instances  these  are  situations  which  are  gener¬ 
ated  outside  his  sphera  of  authority  and  he  should  not  be  held  responsible 
for  their  occurence,  only  for  their  correction.2  But,  he  can  be  expected 
to  meet  his  quantitative  requiiements.  He  can  be  expected  to  operate 
efficiently  within  his  control  of  resources,  and  where  possible,  reduce 


must  be  alert  to  conserve  resources — to  produce  a  maximum  volume  of  end-products 
without  waste  of  resources  and  time.  To  this  end,  each  commander  must  use 
efficient  ways  for  doing  things.  The  delivery  of  end-results  of  work  must  be 
evaluated  in  terms  of  their  correspondence  with  the  requirements,  in  volume, 
quality,  and  time,  as  established  in  the  assigned  mission.  This  evaluation 
is  the  basis  for  judgment  as  to  whether  the  coumander— as  a  manager-performed 
what  had  been  expected.  (U.S.,  Department  of  the  Air  Force,  The  Manaeoment 
Process.  AFM  25-1.  Washingtons  September  1954,  pp.  2-3). 

-This  upholds  one  of  the  basic  concepts  in  the  establishment  of  an 
incentive  program.  The  person  responsible,  either  supervisor  or  manager,  tm,s* 
have  control  over  the  factors  by  which  he  will  be  judged. 
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his  costs.  These  costs  again,  can  be  expressed  in  time,  material,  personnel, 
and  money. 

The  variables  which  are  encountered  on  a  day-to-day  basis  in  the 
maintenance  effort  are  such  that  individual  efficiency  cannot  be  measured  with 
the  desired  degree  of  accuracy  necessary  to  formulate  an  Incentive  plan  com¬ 
parable  with  Industry.  Variables  are  both  qualitative  and  quantitative.  They 
include  such  factors  as  geographical  location  of  equipment  prior  to  mainte¬ 
nance.  Equipment  used  in  a  high  humidity  or  island  environment  would  present 
greater  problems  in  corrosion  control  than  would  like  equipment  used  in  a 
low  humidity  desert  environment.  The  extent  of  preventive  maintenance  which 
the  equipment  receives  generates  another  variable.  So  do  outstanding  Techni¬ 
cal  Order  Compliances  (TOC)  which  must  be  accomplished  and  the  demands  of 
quality  control.  Each  of  these  examples  affects  work  measurement  standards 
variably. 

It  is  a  generally  recognized  fact  that  individual  incentives  are 
received  with  greater  enthusiasm  by  the  worker  than  group  incentives.  To 
provide  an  individual  incentive  program,  however,  it  is  necessary  to  establish 
individual  work  standards.  Once  standards  have  been  established  it  then 
becomes  possible  to  measure,  with  a  high  degree  of  accuracy,  individual 
performance  against  these  standards  and  weight  the  performance  accordingly 
for  incentive  participation.  The  worker  in  the  military  is  generally  sub¬ 
jected  to  measurement  in  terms  of  comparisons,  comparisons  with  other  workers 
and  not  standards.  Such  comparisons  do  not  provide  sufficient  objectivity. 
What  is  desired  is  a  guide  by  which  to  measure  the  worker's  effectiveness  in 
accomplishing  his  mission  in  light  of  the  resources  he  uses  to  accomplish  the 
job.  Comparison  of  one  individual  to  another  for  the  purpose  of  awarding 
some  form  of  recognition  Is  highly  suspect  at  best  3nd  is  not  always 
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enthusiastically  accepted  by  the  worker.  But,  the  fallacy  of  this  type 
comparison  is  the  inability  to  measure  individual  productive  effort.  The 
variables  that  are  involved  negate  accuracy. 

An  incentive  program  is  necessary  but  it  is  considered  not  only 
impractical  but  also  impossible  to  provide  a  program  that  is  tailored  after 
industry  for  either  the  manager  or  the  worker.  The  types  of  incentives  which 
Industry  offers  the  manager  or  top  executives  include  stock  options,  bonuses, 
insurance  programs,  and  other  fringe  benefits.  These  incentives  become 
available  only  as  the  organization  succeeds  in  producing  a  profit.  The 
final  measurement  of  the  military,  however,  is  dependent  upon  its  success  to 
(1)  act  as  a  deterrent  to  prevent  a  war,  or  escalation  of  war,  or  (2)  to 
emerge  the  winner  once  a  war  has  begun.  It  is  in  this  environment  that  the 
military  manager  must  operate.  It  is  necessary  that  he  be  concerned  with 
efficiency,  but  this  efficiency  wist-  be  evaluated  in  terms  of  requirements 
established  for  the  assigned  mission. 

Peyglggas.nt.pt  ,aa  los&aUxs-fmiaa 

In  Chapter  II ,  incentives  were  classified  by  financial,  non- financial, 
group,  individual,  positive  'and  negative.  It  was  also  stated  that  one  pri¬ 
mary  requirement  which  uwit  bo  met  in  the  establishment  of  a  successful 
incentive  program  was  the  setting  of  standards  against  which  production 
could  be  closely  measured.  This  is  necessary  to  determine  Individual  or  group 
performance. 

In  a  manufacturing  process,  individual  standards  can  be  set.  The 
function  to  be  performed,  however,  must  be  measurable  in  terms  of  individual 
units  produced,  assembled,  or  some  other  means  which  recognizes  a  ccst  factor 
based  on  unit  production  for  a  job  that  has  little  variation.  Costs  are 
then  directly  related  to  individual  or  specific  performance.  Standards  can 
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then  be  established  for  individual  worker  evaluation  either  on  time  or 
cost  variances  for  a  unit  of  production. 

Job-riot  programing  is  not  considered  conducive  $0  the  establishment 
of  individual  performance  standards.  It  is  in  this  environment  that  the 
USAF  maintenance  effort  is  conducted.  The  use  of  job-lot  programing  only 
attempts  to  determine  an  estimate  of  what  the  total  job  would  cost,  either 
in  doll-.-.  „r  manhours.  This  does  not  eliminate  the  use  of  group  incentives 
and  this  approach  will,  be  examined  later. 

In  a  manufacturing  process,  industry  generally  accepts  a  standard 
work  measurement  that  has  an  accuracy  factor  of  from  3X  to  bX  variation  from 
the  standard  mean.4  This  is  based  rr.  individual  performance.  Headquarters 
Air  Force  Logistics  Comand  (AFLC)  has  developed  four  major  direct  labor 
standards.  These  are  described  in  the  AFLC  manual  66-4  as  follows: 


Type  1A  and  IB  ENGINEERED  STANDARDS 

Type  1A.  Labor  standards  established  by  the  industrial  engineering 
division,  using  a  recognized  technique  such  as  time  study,  methods-tlme- 
measurement,  work  sampling,  or  standard  data,  and  labor  standards  applied 
by  production  control  personnel  using  standard  data  established  by  the 
Industrial  engineering  division.  Standards  in  the  Type  1A  category  should 
be  backed  up  by  sufficient  data  to  statistically  support  an  d'.Uk.cy  of  plus 
or  minus  10  percent  of  the  mean,  with  a  95*  confidence  level,.  Re  or  elser 
where  in  this  section  for  the  methods  used  to  statistically  support  an 
accuracy  of  plus  or  minus  10  percent  of  the  mean,  with  confidence  level. 

Type  IB.  Labor  standards  established  by  the  industrial  engineering 
division  using  recognized  techniques  such  as  time  study,  work  sampling,  or 


3 

Accountants  or  persons  with  accounting  experience  may  take  exception 
to  this  terminology.  It  is  being  used  here  to  refer  to  a  method  of  work 
programming  to  accomodate  a  large  number  of  units  being  processed  on  a  lot 
basis  and  for  which  an  estimate  must  be  made  on  the  work  to  be  accomplished. 
This  allows  for  variations  between  individual  units  and  which  is  normal  in  a 
maintenance  process,  (Robert  N.  Anthony,  Management  Accounting.  Homeviood, 
Illinois:  1960,  pp.  364-365). 

^Interview  with  Mr.  Harry  Stiles,  Industrial  Engineer,  Headquarters 
Air  Force  Logistics  Command,  Wright-Patterson  AFB,  Ohioi  May  1964. 
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standard- data,  and  labor  standards  applied  by  production  control  personnel 
using-standard  data  established  by  the  industrial  engineerlng;divison. 
Standards  in  the  Type  IB  category  should  be  backed  up  by  sufficient  data 
to  statistically  support  an  accuracy  of  plus  or,  minus  25#  of  the  mean,  with 
a  95#  confidence  level. 


Type  2.  ENGI NEERED  ESTIMATES 

Type  2.  Labor  standards  established  by  industrial  engineering  using 
recognized  techniques  such  as  time  study  and  standard  data  established  by 
industrial  engineering.  Standards  in  the  Type  2  category  should  be  backed 
up  by  engineered  estimates,  (refer  to  chapter  2,  section  4,  para.  3g.  of, 
this  manual  for  procedure  for  establishing  an  engineered  labor  standard), 
one  cycle  time  studies  or  time  studies  which  do  not  satisfy  the  criteria  for 
Type  l  classification. 


Type  3.  ESTIMATES 

Type  3.  Labor  standards  established  by  industrial  engineering  with 
coordination  and  agreement  as  necessary  by  production  control,  quality 
control,  etc.,  personnel.  This  type  labor  standard  is  to  have  very  limited 
use  In  cases  where  it  is  not  economical  or  feasible  to  establish  Type  1  or 
2  standards  such  as  one  time  jobs. 


Type  4.  MODIFIED  ACTUAL  HOUR  STANDARDS 

Typv  4»  Any  item  of  production  for  which  the  industrial  engineering 
division  has  not  or  cannot  establish  a  standard  of  another  type,  the  actual 
hours  required  to  perform  the  work  modified  by  the  work  center’s  prior  period 
direct  labor  effectiveness,  will  be  considered  a  standard  when  approved  by 
the  industrial  engineering  division.  This  type  standard  is  to  have  very 
limited  use  on  a  one  time  basis  only.  No  more  than  5#  of  the  direct  on-base 
work  in  any  work  center  should  be  covered  by  this  type  standard  in  any 
reporting  period.  It  is  recommended  that  insofar  as  possible,  this  type 
standard  not  be  used.^ 

The  AFLC  labor  standards  set  forth  above  allow  for  an  accuracy  variation 
of  plus  or  minus  ID#  of  the  mean  in  a  Type  1A  standard  and  a  plus  or  minus 
25#  of  the  mean  in  a  Type  IB  standard.  This  allowable  accuracy  is  not  com¬ 
patible  with  standards  established  for  a  manufacturing  process  in  industry 
and  creates  the  problem  of  determining  the  validity  of  individual  performance 
as  a  basis  for  an  award.  The  variation  fro  the  standard  must  be  hold  to  a 


^U.S,,  Air  Force  Logistics  Command,  In,  atrial  Enoineerini  Manual 
AFLQ1  o6-4  (Kright-Patterson  AFB,  Ohios  30  September  H60),  Chapter  2. 
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minimum  If  accurst#  performance  aeasureaent  is  to  b#  made  between  individuals 
and/or  group*. 

The  inability  to  establish  individual  work  standards  for  perforaance 
evaluation  in  the  Air  Force  depot  aaintenance  program  and  the  reliance  on 
job-lot  processing  tend  to  negate  the  use  of  individual  standards  for  work 
aeasureaent.  It  does  not,  however,  negate  the  us*  of  incentives  as  a  aeans 
of  recognizing  Individual  perforaance  within  a  group. 

Performance  can  be  aeasured  by  the  job- lot  aethod.  Thl(s  aeasureaent 
may  not  be  as  accurate  as  one  would  expect  with  the  allowable  accuracy  var¬ 
iations  built  into  the  engineered  standard  systea,  but  it  does  provide  a 
basis  for  aeasureaent  of  direct-labor  useag*. 

Air  Force  Logistics  Coaaand  Regulation  66-31  establishes  additional 
requirements  for  the  feedback  of  data  to  provide  comparisons  of  actual  costs 
to  standard  costs  in  these  areast^ 

1.  Direct  labor  perforaance. 

2.  Labor  rate. 

3.  Direct  material  uweag*. 

4.  Overhead  expenditure. 

5.  Volume  (production  and  overhead)  variances. 

The  inability  to  set  individual  performance  standards  within  the 
depot  complex  is  further  magnified  at  the  base  level.  This  is  due  to  variance 
of  resources,  base  activity,  mission  requirements,  aircraft  types,  skill 
levels  authorized  versus  assigned,  and  other  non-measureable  factors. 

In  establishing  an  incentive  program,  one  most  recognize  that  a  different 
system  of  motivational  stimulus  is  applicable  at  each  stratum  within  the 

^U.S.,  Air  Force  Logistics  Command,  Maintenance  1-nolneerino.  ArLC 
Regulation  66-31  (Wrighi-Patterson  AFS,  Ohio?  2  February  1961). 
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organization  and  that  an  incaritiva  value  should  be  in  proportion  to  tha 
affort  that  lad  to  the  contribution.7  What  is  effective  for  tha  worker  might 
ba  inaffactiva  for  tha  suparvisor  or  manager.  Tha  worker  may  raspond  to  a 
monatary  incantiva  whereas  tha  suparvisor  or  manager  quite  possibly  would 
raspond  more  favorably  to  a  promotion,  formal  training  for  a  higher  position, 
or  tha  opportunity  to  progress  from  a  wage  employeo  to  a  salaried  employee; 

A  $25  bonus  would  ba  more  meaningful  to  an  airman  of  the  lower  four  grades 
(Airman  Basic  through  Airman  First  Class)  than  it  would  ba  to  an  officer  of 
field-grade  ran*  (Major  through  Colonel). 

In  addition  to  tha  Inability  to  set  closely  measurable  work  standards, 
personnel,  both  military  and  civilians,  in  tha  USAF  maintenance  program  are 
limited  by  present  legislation  to  the  types  of  awcjtl,*.  which  may  ba  used. 

These  limitations  taka  tha  form  of  promotion  quotas*  pay  and  allowance  call¬ 
ings,  and  other  restrictions  affecting  compensation, practices  within  tha 
military  structure.  This  does  not  mean  that  incentive  programs  cannot  be 
developed,  but,  at  this  time,  it  does  limit  their  use.  Industry,  on  tha  other 
hand,  does  not  face  these  same  restrictions,  ^r  if  they  do,  they  are  self- 
imposed. 

Incentives  which  require  tha  measurement  of  individual  performance, 
are  not  considered  compatible  for  USAF  maintenance  application.  However, 
individuals  can  be  recognized  for  outstanding  contributions  to  the  group 
effort.  Although  this  measurement  is  subjective,  it  is  better  than  no  recogni¬ 
tion  at  all.  Incentives,  therefore,  can  be  used  for  (1)  group  performance, 
and  (2)  individual  recognition  within  the  group.  The  following  programs 
provide  for  this  recognition . 


7Supra ,  p.  20. 
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US&E  Saanmcd  Exaasm  \ 

Th»  Air  Foret  Suggestion  Program*  On*  ofthe  more  publicized 
program*  within  th«  USAF  to  recognize  Federal  employees  for  suggestions  which 
they  make  leading  to  tangible  or  intangible  savings  to  the  government  is 
the  Air  Force  suggestion  program.  This  program  is  authorized  by  Air  Force 
Regulations!  ATR  35-12,  Military  Suggestion  Program!  40-470,  Civilian 
Personnel  Incentive  Awards)  and  AFR  40-472,  Civilian  Personnel  Cash  Awards 
for  Suggestions  and  Inventions.  The  basic  Air  Force  purpose  for  each 
regulation  is  identical*  to  encourage  participation  by  employees  in  improving 
Air  Force  operations,  and  recognizing  and  rewarding  those  personnel  who 
contribute  outstandingly  to  efficiency  or  economy  to  improve  government 
operations. 

Tables  3  and  4  reflect  the  monetary  awards  which  can  be  given  to 
civilian  employees  of  the  Federal  Government*8 


TABLE  3 

COMPUTATION  OF  AWARD6--AWARD  SCALE  FOR  TANGIBLE  dSNEFITS 


BENEFITS  AMOUJiT  OF  AWARD 

$  50-S  300- . $15. 

$  30t-$  10,000 . . . $15  for  the  first  $300  in  benefits  and  $5  for 

each  additional  $100  or  fraction  thereof. 

t  10,001-S  20,000 . $500  for  the  first  $10,000  in  benefits  and  $5 

for  each  additional  $200  or  friction  thereof. 

$  20,001-$i00,000 . $750  for  the  first  $20,000  in  benefits  and  $5 

for  each  additional  $1,000  or  fraction  thereof. 

$100,001  or  more—— - SI f ISO  for  the  first  $100,000  In  benefits  and 

$5  for  each  additional  $5,000  or  fraction  thereof. 


By.S.,  Department  of  the  Air  Force, 
(Washington*  5  October  17A2). 


AFR  40-470. 


34 


TABLE  4 

INTANGIBLE  SCALE  FOR  SUGGESTIONS,  SPECIAL  ACTS,  OR  SERVICES 


EXTENT  OF  VALUE  EXTENT  OF  APPLICATION 

LIMITED  BROAD  GENERAL 

MINOR  S  15-$  25  $  15-$  25  S105-S200 

MAJOR  $100-$200  $200-$300  S350-S500 

EXTRAORDINARY  S300-S450  $450-1750  $750  UP 

EXTENT  OF  VALUE 

MINOR - - — Idea,  while  not  new  or  original,  is  a  better 


adaptation  or  more  efficient  operation.  Improve¬ 
ments  in  health,  welfare,  morale,  or  dally 
operations  which  have  restricted  usefulness. 

Safety  Improvements  which  reduce  hazards  that 
could  result  in  minor  injury  or  possible  loss  of 
time  from  work. 

MAJOR - Idea,  while  not  new,  is  an  unusual  application 

of  an  old  idea.  Improvements  in  health,  welfare, 
morale,  or  daily  operations  which  have  a  high 
degree  of  usefulness.  Safety  improvements  which 
eliminate  hazards  that  could  result  in  injury  or 
loss  of  time  from  work. 

EXTRAORDINAP.Y - —  Idea  is  a  new  application  of  an  old  idea,  or  a 

new  principle  or  invention.  Improvements  in 

,  health,  welfare,  morale,  or  daily  operations  which 

are  of  very  outstanding  usefulness  or  value. 

Safety  improvements  which  eliminate  hazards  that, 
could  result  in  loss  of  life  or  faculty. 


EXTENT  OF  APPLICATION 

LIMITED - Applicable  to  (a)  small  numbers  of  employees  or 

small  area  of  operation  at  employee’s  instal¬ 
lation,  or  (b)  small  numbers  of  employees  or  small 
area  of  operation  a't  other  installations  within 
a  major  air  command,  several  major  air  commands, 
or  the  Air  Force. 

BROAD - —  —  Applicable  to  (a)  large  numbers  of  employees  or 

large  area  of  operation  at  employee's  installation, 
or  (b)  substantial  numbers  of  employees  or  sig¬ 
nificant  area  of  operation  other  installations 
within  a  major  air  command,  several  major  air 
commands,  or  the  Air  Force,  or  (c)  command-wide 
in  scope  or  interest. 
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TABLE  4  --Continued 

GENERAL — - ' — - -Applicable  to  large  numbers  of  employees  or 

large  area  of  operation  within  several  major 
air  commands,  or  Air'  Force  wide  in  scope  or 
interest. 


Ai.r  Force  Regulation  35-12,  which  governs  the  Military  Suggestion 
Program,  recognizes  that  legislation  does  not  permit  payment  of  cash  awards 
to  military  (personnel i  however,  the  use  of  nonapproprlated  funds  is  author- 

q 

ized  for  thiv.  purpose.  The  limitations  are  contained  in  Table  5. 


TABLE  5 

.MILITARY  SUGGESTION  PROGRAM  AWARDS 


APPROVED  AT  AMOUNT  OF  AWARD 

Base  level- - - - — - - - *  25 

Subordinate  command  level-*————— - - $  50 

Major  command  level - $100 


The  regulation  further  recognizes  meritorious  suggestions  with 
military  incentives  In  addition  to  the  monetary  award  such  as* 

Military  decoration— Legion  of  Merit  or  the  Air  Force  Commendation 

Medal. 

Favorable  communication— Letters  or  certificates  of  commendation  or 
appreciation. 

Three-day  passes,  or  other  non-monetary  recognitions. 

The  Air  Force  al  .J  sponsors  an  annual  military  suggestion  contest  for  military 
personnel,  with  monetary  awards  made  available  through  the  use  of  non- 
appropriated  funds.  These  awards  are  indicated  in  Table  6.*® 


9y.S.,  Department  of  the  Air  Force,  Military  Suggestion  Program. 
AFR  35-12.  (Washingtons  22  July  ie60j . 

*°Ibld. 
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TABLE  6 

ANNUAL  AIR  FORCE-WIDE  MILITARY  SUGGESTION  CONTEST 


The  Air  Force  will  sponsor  an  annual  military  suggestion  contest,  with 
monetary  awards  made  through  a  special  allocation  from  the  Air  Force  Central 
Welfare  Fund.  Any  suggestions  made  by  USAF  military  personnel  (and  forwarded 
by  major  air  commands  and  the  evaluating  agencies  as  described  In  AFR  35-12) 
during  each  fiscal  year  will  also,  If  It  is  considered  to  have  a  first-year 
tangible  saving  of  $50,000  or  more,  or  an  intangible  benefit  of  extraordinary 
value*  and  general  application**,  be  considered  In  competition  at  Headquarters 
USAF.  The  awards  for  the  USAF-wlde  contest  arei 


First  Place . $1,500 

Second  Place—— - - - — — — — — — — - $1,000 

Third  Place . $  750 

Fourth  Place  (2)  •  $500 . $1,000 

Fifth  Place  (2)  *  $300 . - — $  600 

Sixth  Place  (2)  9  $200- . $  400' 


•Extraordinary  Value— That  Is,  a  hew  and  unusual  application  of  *.n  old  Idea, 
or  a  new  principle  or  invention!  an  improvement  in  health,  welfare,  morale, 
or  dally  operations,  which  is  of  outstanding  usefulness  or  valuei  or  a 
safety  improvement  which  eliminates  a  hazard  to  life  or  faculty. 

•"General  Application— That  is,,  if  it  is  applicable  to  large  numbers  of 
personnel  or  large  areas  of  operation  within  several  major  air  commands,  oi 
is  Air  Force-wide  in  scope  or  interest. 


Additional  Awards  for  Performance »  Additional  awards,  both  financial 
and  non-flnanclal,  are  available  to  civilian  personnel  through  Air  Force 
Regulations  40-470,  previously  discussed  and  through  AFR  40-472,  Cash  Awards 
for  Sustained  Superior  Performance  and  Special  Acts  or  Services.  The  latter 
provides  for  awards  specified  in  Air  Force  Regulation  40-470.  These  awards 
are  prescribed  in  Tablu  7.^ 

Depjtv  for  Systems  and  Logistics  Award;  The  Deputy  for  Systems  and 
Logistics  Award,  created  by  Air  Force  Regulation  400-22,  has  been  estaoiished 
to  recognize  the  organization  and  personnel  contributing  to  the  logistics 
mission  of  tne  Air  Force.  The  award  also  provides  for  the  recognition  of 

Supra,  p.  33. 


37 


INTANGIBLE-SCALE  FOR  SUSTAINED  SUPERIOR  PERFORMANCE 

-  -  r  - 


Amount 

Of 

Award 

General  Schedule 
(Classification  Act) 
GS 

Wage 

Board 

W 

Working 

Leader 

L 

Foreman 

F 

Oversea 

Teachers 

$100 

$150 

$200 

$250 

$300 

1  -  4 

5-8 

9-11 

12,  13 

14,  18 

1  -  8 
9-13 
14  UP 

199 

m 

1 

2-8 

9-12 

13  -  16 

17 

CLASS  I, II 
CLASS  III-V 
a ASS  VI 

Not*! 


When  no  pay  grade  exists,  awards  will  be  computed  under  the  following 
fomilai  Hourly  rate  x  2080  =  total  computed  salary  to  be  compared  with  listed 
GS  pay  schedule.  The  resultant  cooperative  GS  grade  (1st  step)  will  be  the 
basis  for  the  award  deterainetion. 


three  individuals  within  the  activity  that  nay  be  cited  for  their  outstanding 
participation  in  the  organization.  The  award  provides  for  a  scroll  tc  be 
presented  annually  by  the  Deputy  Chief  of  Staff,  Systems  and  Logistics,  Head¬ 
quarters  USAF,  to  the  selected  organization.  Measurement  for  the  award  is 
based  ont 

The  quality  of  performance  and  the  value  of  the  contribution  to  the 
Air  Force  logistics  mission  will  be  measured  in  part,  as  follows* 

a.  Significance  of  the  achievement,  in  terms  of  cost  savings 
and/or  manpower  reduction. 

b.  Applicability  to  other  areas  in  the  Air  Force. 

c.  Complexity  or  difficulty  of  the  problem  involved. 

d.  Degree  of  initiative  and  originality  employed  in  solving  the 
problem. 

e.  Examples  of  the  development  of  a  successful  functioning 
concept,  method,  or  procedure.^ 


^U.S.,  Department  of  the  Air  Force,  Deputy  for  Systems  and  logistics 
Awavd.  AFP.  400-22.  (Washingtons  3  March  1964). 
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Th#  Daedalian  Award:  The  Major  General  Clements  McMullen  Weapon 
System  Maintenance  Trophy,  is  presented  annually  to  the  U.S.  Air  Force 
unit  (wing  level),  determined  by  the  Chief  of  Staff,  U.S.  Air  Force,  to  have 
attained  the  best  weapon  system  maintenance  record  within,  the  Air  Force,  for 
the  preceeding  year.  *3  Measurement  for  the  award  is  based- or.:  numerous 
factors.  However,  each  factor  used  is  compared  with  similar  factors  from  other 
organisations,  nominated  for  .the  awardt.  The  award  is.  therupresented  to. the 
organization  attaining  the  highest  degree  of  efficiency  and  effectiveness. 

Incentives  which  are  presently  being  used,  for  the  most  part,  appear 
to  be  after-the-fact  recognition  for  some  contribution.  This  corresponds  to 
the  year-end  bonus  which  is  used  in  Industry.  The  primary  shortcoming  of 
this  form  of  incentive,  is  that  it  is  looked  upon  by  many  as  a  bonus  or  reward 
for  achievement,  and  not  as  an  Inducement  for  efficiency. 

The  military  structure,  however,  contributes  to  and  provides  for, 
its  own  motivation.  This  motivation  may  fi&me  about  through  promotion  with  its 
increase  in  pay,  responsibility  and  authority,  and  with  its  increase  in  personal 
prestige.14  For  some,  this  is  sufficient— it  provides  the  satisfaction  to  fill 
the  desires  which  are  strongest  in  the  individual.  Other  individuals  are 
satisfied  by  other  stimuli,  each  as  public  recognition  received  for  some  con¬ 
tribution  which  was  made  to  the  organisational  effort.  This  form  of  recognition 
singles  out  the  individual  from  the  group,  a  recognition  that  changes  self¬ 
status.  Each  is  satisfied  to  some  degree  by  each  form  of  recognition. 

13U.S.,  Department  of  the  Air  Force,  Daedalian  Weapon  Systems 
Maintenance  Effectiveness  and  Efficiency  Award.  AFR  66-36.  (Washingtons  7  August 
1953). 

l4The  recognition  and  possession  of  authority  is  widely  considered  a 
matter  of  prestige,  which  in  itself  provides  satisfaction  for  many.  (David 
G.  Hays,  The  Sociology  of  Management.  The  RAND  Corporation  Research  Project 
P-1043,  (Santa  Monica,  Callfornl  The  RAND  Corporation,  U  July  1957). 
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The  Air  Foifie'progsams  reviewed  are  good  programs.  Although  limited 

i  '  , 

to  the  type*  of  award*  available  for  use,  they  do  provide  recognition  to 
personnel  who  contribute  to  the  attainment  of  greater  efficiency  within  the 
maintenance  program.  However,  industrial-type  incentive  programs  using  a  base 
pay  structure  for  meeting  a  production  standard  and  additional  increments  of 
pay  awarded  for  exceeding  the  standard,  are  not  feasible  for  military  appli¬ 
cation  due  to  previously  stated  factors. 

SlUHLQC 

The  comparison  made  between  Industrial  and  military  Incentive  programs 
and  environments  reveals  that  overall  objectives  for  each  are  not  compatible. 
Industry  operates  to  make  a  profit.  As  such  its  incentive  programs  are  tosed 
on  the  ability  to  continue  this  profit.  The  nature  of  the  type  of  industry 
determines  the  type  of  Incentive  which  is  applied.  In  a  manufacturing  process, 
individual  work  standards  can  be  established  and  measured  and  an  incentive 
can  be  based  on  the  individual  performance  which  exceeds  the  standard. 

In  the  USAF  maintenance  program,  standards  cannot  be  readily 
established.  This  is  due  to  the  type  of  maintenance  operations  in  which  the 
USAF  is  engaged.  It  then  becomes  necessary  to  make  comparisons  between 
individuals,  and  this  comparison  is  highly  suspect  as  far  as  objectivity  is 
concerned.  Therefore,  there  is  no  known  satisfactory  means  to  accurately 
measure  individual  productive  effort  throughout  the  USAF  maintenance  organiza¬ 
tion.  The  program  variables  negate  the  close  measurement  necessary  for  the 
adoption  of  an  industrial-type  incentive  plan  based  on  individual  work 


measurement 


CHAPTER  IV 


/  CONCLUSIONS 

Th«  efficient  us«  of  resources  in  th*  military  structur*  presents 
e  specitl  problem  due  to  th*  absence  of  built-in  mechanisms  such  as  found 
in  th*  private  sector  of  th*  economy.  In  th*  military,  there  is  no  compet¬ 
itive  price  mechanism  which  invites  the  search  for  greater  economies.  Th* 
increasing  costs  to  operate  th*  DoD  during  recent  years  would  indicate  that 
greater  efficiency  is  needed  if  optimum  benefits  are  to  be  achieved.  Th* 
severity  of  these  rising  costs  for  operation  of  th*  DoD  prompted  Presidential 
action.  This  action  resulted  in  two  Instructions  being  given  to  th*  Secre¬ 
tary  of  Defense! 

1.  Develop  a  force  structure  necessary  to  military  requirements 
without  regard  to  arbitrary  budget  ceiling*. 

2.  Procure  and  operate  this  force  at  the  lowest  possible  costs. 

On*  of  the  actions  taken  to  comply  with  the  second  Presidential 

instruction  was  to  Increase  the  use  of  incentive  contracts  with  industry. 

Th*  incentive  contract  provides  for  mutual  gain  for  both  the  government  and 
the  contractor.  The  government  benefits  by  obtaining  the  item  at  less  cost 
and  the  contractor  benefit*  by  receiving  greater  profit.  The  contractor 
then, is  rewarded  for  his  efficiency. 

The  question  to  be  resolved  is,  does  the  USAF  organic  aircraft 
maintenance  program  possess  a  similar  environment  to  obtain  greater  effi¬ 
ciency  through  the  use  of  personnel  incentives? 

Chapter  II  explored  the  industrial  use  of  incentives  and  traced  their 
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contemporary  history,  developed  a  concept  and  philosophy  necessary  for  the 
Implementation  of  an  Incentive  program,  and  provided  the  background  for 
Incentive  application  within  the  USA.F  maintenance  program. 

Industry  has  introduced  various  programs  to  provide,  for  worker 
motivation.  Some  plans  have  been  more  successful  than  others,  some  were 
developed  for  the  worker,  some  for  the  supervisor,  and  still  others  for  the 
manager  or  executive.  Each  plan  had  commonality  of  purpose  and  the  hoped 
for  effect  to  reduce  costs  and  increase  profits.  Each  plan  recognized  that 
extra  effort  expended  In  exceeding  company  standards  should  lead  to  some 
form  of  reward  for  the  individual  or  group  contributing  to  the  objective 
attainment. 

Standards  for  work  measurement  in  a  production  process  is  the 
essential  feature  of  an  industrial  incentive  program.  This  is  the  general 
conclusion  of  most  motivational  researchers  and  Industrial  engineers  making 
studies  in  the  field  of  motivation  and  incentive  application.-  Standards 
which  are  set  by  Industry  must  be  closely  measureable  and  generally  allow 
for  a  variation  of  3#  to  5#  from  the  standard  mean.  This  U  the  essence  of 
a  successful  program  for  incentive  application  within  Industry.  Individuals 
obtaining  greater  efficiency  which  leads  to  greater  profits  or  reduced  oper¬ 
ating  costs  are  rewarded  for  t'neir  efficiency. 

In  Chapter  III.  it  was  found  that  problems  faced  by  the  military 
manager  concerning  efficiency  were  no  different  than  problems  faced  by  his 
civilian  counterparts  in  industry.  When  the  military  manager  is  relieved 
of  the  responsibility  for  defense,  he  becomes  responsible  for  an  industrial, 
commercial,  wholesale,  or  retail  operation. 

The  military  manager  cannot,  however,  be  relieved  of  the  responsibility 
for  defense.  There  are  times  when  he  is  confronted  with  situations  not  con¬ 
ducive  to  efficiency,  such  as  unscheduled  maintenance  requiring  the  use  of 
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resources  for  which  thor*  Is  no  reimbursement,  slthsr  budgeted  or  funded. 

The  military  manager,  however,  can  be  expected  to  aeet  his  quantitative 

•  f  y 

requirements.  He  can  be  expected  to  operete-efflciently  and  where  possible, 
reduce  his  costs. 

In  the  USAF  organic  maintenance  program,  It  was  found  that  axtreme 
variables  are  faced  by  the  Maintenance  Manager.  These  variables  are  both 
qualitative  and  quantitative.  Each  variable  becomes  a  deciding  factor  in 
resource  consuaptlon,  each  variable  negates  the  setting  of  standards  compa¬ 
rable  to  Industrial  standards.  Although  standards  have  been  set  for  the 
depot  maintenance  program,  the  10*  to  23*  variation  from  the  standard  mean 
is  not  compatible  with  the  3*  to  3*  allowable  variation  found  In  Industry. 
These  variances  are  further  magnified  at  the  base  level.  Therefore,  the 
measurement  of  Individuals  In  the  military  program  Is  usually  subjective 
rather  than  objective.  Subjective  measurement  does  not  provide  the  accuracy 
necessary  to  formulate  an  Industrie  1-type  Incentive  program  based  on  Indi¬ 
vidual  work  standards.  The  following  synopsis  allows  the  conclusions  to  be 
more  succinctly  stated* 

1.  The  environment  of  the  USAF  maintenance  program  is  such  that  it 
opposes  the  setting  of  starx!ards  which  accurately  measure  individual 
productivity. 

2.  Incentives  based  on  individual  production  are  not  feasible  for 
use  due  to  the  high  variation  found  irt  the  maintenance  program. 

3.  There  are  other  means  of  providing  incentives  for  either,  or 
both,  individual  or  group  effort,  to  improve  economies.  These  ares 

a.  Recognizing  superior  or  outstanding  performance  through 
promotions,  letters  of  commendation,  commendation  awards,  outstanding  effi¬ 
ciency  reports,  and  other  awards  recognizing  the  individual. 

b.  Emphasizing  the  informal  organization  as  a  means  of  promoting 


the  organizational  objectives.  This  immediately  racognizas  tha  informal 
organization  as  a  group  means  to  an  and. 

Tha  following’ comparisons  wara  mada  to  arrive  at  tha  above 
conclusions t 


Conditions  Necessary  for  an  Incentive  USAF 

Program  Based  on  Individual  Work  Industry  Malnttnj 


Standards 

Yft 

ft 

1.  Art  Incentives  financial,,  non-financlal, 
positive-  and  negative,  individual  and  group? 

X 

X 

2.  Do  incentive  plans  attempt  to  tie  together 
high  productivity  and  low  production  costs? 

X 

X 

3.  Can  standards  be  set  which  allow  for  little 
variation  from  the  standard  mean? 

X 

X 

A.  Can  performance  be  measured  against 
standards  which  have  close  tolerances? 

X 

X 

5.  Can  individual  performance  be  accurately 
measured  on  the  basis  of  standard  variation? 

X 

X 

6.  Can  standards  be  set  on  the  basis  of 
repetitive  work  to  be  accomplished? 

X 

X 

7.  Can  the  basis  for  rewards  and  penalties  be 
set  once  the  standards  have  been  developed? 

X 

X 

8,  Are  the  production  programs  stable? 

X 

X 

9.  Is  the  use  of  incentives  based  on  the 
ability  to  make  a  profit  ar.d/cr  to  improve 
efficiency  and  effectiveness? 

X 

X 

10.  Are  environmental  conditions  the  same? 

X 

X 

Industrial-type  Incentives,  using  a  base  pay  structure  for  meeting 
a  production  standard  and  additional  increments  of  pay  awarded  for  exceeding 
the  standard,  are  not  feasible  for  military  application. 

Other  types  of  incentives  are  used  in  the  USAF  maintenance  program. 
The  extent  of  their  use  and  efficiency  is  inconclusive.  The  concept  and 
philosophy  *or  the  use  of  incentives,  however,  can  be  applied.  Group 
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incentives  should  continue  to  be  used  as  their  purpose  is  recognition  for 
superior  or  outstanding  performance.  Individual  incentives  presently  in 
being  Should  also  continue  to  be  used.  Although  they  are  considered  to  be, 
for  the  most  part,  subjective,  they;  provide  recognition  to  the  superior 
or  outstanding  performer. 


BIBLIOGRAPHY 


Books 


Alford,  Louis  Pratt,  and  Beatty,,  H.  Russtll.  Principles  of  Industrial 
Management.  Ravisad  Edition.  New  Yorki  Tha  Ronald  Prass  Co. 

1051. 

Anthony,  Robert  N.  Management  Accounting.  Homewood,  Illinois!  Richard 
D.  Irwin,  Inc.,  1960. 

Belcher,  David  *.  Wane  and  Salary  Administration.  Naw  York!  Prantica- 
Hall,  Inc.,  1966. 

Bannatt,  Edward,  and  Dagan,  Jaiaas,  and  Spiagal,  Joseph.  Human  Factors  in 
Tachnoloov.  Maw  York*  McGraw-Hill  Book  Company,  Inc.,  1963. 

Brannan,  Charlas  W.  Waoa  Administration.  Plans.  Practlcas.  and  Principles. 
Homtwood,  Illinois!  Richard  D.  Irwin,  Inc.,  1963. 

Davis,  Ralph  C.  Tha  Fundamentals  of  Too  Management..  Naw  York!  Harpar  & 
Brothars,  1951. 

Daan,  Howard  H.,  and  Bryson,  Kannath  D.  Effective  Communication.  Englawood 
Cliffs,  Naw  Jarsayi  Prentice-Hall,  Inc.,  1962. 

Druckar,  Peter  F.  Tha  Practlca  of  Management.  Naw  Yorki  Harper  &  Row, 

1954. 

Good,  Carter  Yf  Introduction  to  Educational  Research.  Naw  Yorki  Appleton- 
Century-Crofts,  1963. 

Hitch,  Charlas  J.,  and  McKean,  Roland  N.  Tha  Economics  of  Defense  in  tha 
Nuclear  Age.  Cambridge,  Massachusetts!  Tha  Colonial  Press  for 
Harvard  University  Press,  1960. 

Milas,  Lawrence  D.  Techniques  of  Value  Analysis  and  Engineering.  New  Yorki 
McGraw-Hill  Book  Company,  Inc.,  1961. 

Roscofe,  Edwin  Scott.  Organization  for  Production,  en  Introduction  to 

Industrial  Management.  Homewood,  Illinois!  Richard  D.  Irwin,  Inc,, 
1959. 

Jcott,  William  G.  Human  Relations  in  Management,  a  Behavioral  Science  Approach. 
Homewood,  Illinois!  Richard  D.  Irwin,  Inc,,  1959. 


47 


48 


Public  Documents 

/ 

U.S.  Department  of  Defense.  The  Secretery  of  Defense,  Memorandum  for 
the  President.  Defense  Department  Cost  Reduction  Program. 
Washington,  D.C.  5  July  1962. 

I'.S.  Department  of  Defense.  The  Secretary  of  Defense,  Memorandum  for 
the  President.  Department  of  Defense  Cost  Reduction  Program-- 
First  Annual  Progress  Report.  Washington,  D.C.  8  July  1963. 

U.S.  Department  of  Defense.  Joint  Meeting  of  Maintenance  Reliability  j 
Maintainability  t  Maintenance  Reporting  Programs  Panels.  Denver, 
Colorado,  14  August  1963. 

U.S.  Department  of  the  Air  Force.  Maintenance  Program  Guidance. 

Washington,  D.C.  July  1963. 

U.S.  Department  of  the  Air  Force.  Military  Suggestion  Program.  AFR  35-12. 
Washington,  D.C.  22  July  i960. 

U.S.  Department  of  the  Air  Force.  Incentive  Awards.  AFR  40-470. 

Washington,  D.C.  5  October  1962. 

U.S.  Department  of  the  Air  Force,  Cash  Awards  For  Suggesting  an  Invention. 
AFR  40-471.  Washington,  D.C.  15  September  1962. 

U.S.  Department  of  the  Air  Force.  Cash  Awards  For  Sustained  Superior 

Performance  and  Special  Acts  or  Services.  AFR  40-472.  Washington, 
D.C.  28  August  1962. 

U.S.  Department  of  the  Air  Force.  Letters  of  Commendation  or  Appreciation. 
AFR  40-473.  Washington,  D.C.  31  July  1962. 

U.S.  Department  of  the  Air  Force.  Service  Recognition.  AFR  40-474. 
Washington,  D.C.  6  June  19i''2. 

U.S.  Department  of  the  Air  Force.  Honorary  Recognition.  AFR  40-475. 
Washington,  D.C.  18  September  1962. 

U.S;  Department  of  the  Air  Force.  Non-Federal  Awards.  AFR  40-476. 
Washington,  D.C.  12  July  1962. 

U.S.  Department  of  the  Air  Force,  Deputy  for  Systems  and  Logistics  Award. 
AFR  400-22.  Washington,  D.C.  3  March  1964. 

U.S.  Department  of  the  Air  Force.  Daedalian  Weapon  Systems  Maintenance 
Effectiveness  and  Efficiency  Award.  AFR  66-36.  Washington,  D.C. 

7  August  1963. 

U.S.  Department  of  the  Air  Force.  Air  Force  Cost  Reduction  Program.  AFM 
400-12.  Washington,  D.C.  28  February  1964. 


49 


U.S.  Department  of  th«  Air  Fore*.  The  Mana^ment  Process.  AFM  25-1. 
Washington,  D.C.  September  1954. 

U.S.  Department  of  the  Aii,  Foret.  Retponslbllltles  of  a  Supervisor, 

AF  Pamphlet  50-2-1.  Washington,'  6.C.  1  Junt  1955. 

U.S.  Department  of  tht  Air  Foret,  Air  Foret  Logistics  Command.  Industrial 
Management.  AFLC  Regulation  66-31.  Wright-Patterson  AFB,  Ohio, 

2  Ftbruary  1961. 

U.S.  Department  of  tht  Air  Foret,  Air  Foret  Logistics  Command.  Industrial 
Engineering  Manual.  AFLC  Manual  66-4.  Wright-Patttrson  AFB,  Ohio, 
30  September  I960. 

U.S.  Dtpartmtnt  of  Defense,  Offlct  of  tht  Assistant  Secretary  of  Dtftnst 
(installations  and  Logistics).  Inctntlvt  Contracting  Guldt. 
Washington,  D.C.  August  1962. 

U.S.  Executive  Offlct  of  tht  President,  Burtau  of  tht  Budgtt.  Management 
Improvement  in  tht  Executive  Branch,  a  Progrtss  Rtport,  Rtport 

T5=5I=5T  washingtSSrrarBSrr«l  • — - 


Articlas  and  Ptrlodicals 


Borklund,  C.W.  "Installations  and  Logistics,"  Armed  Forets  Manaqtmtnt. 
November  1963,  51-54.  ” 

Wagner,  Jot.  "We'll  Savt^Moriey  and  thus  ^Afford  Better  Wtapen  Systtnus," 

u.M — a.  ia£4 

•niiiitvi  rvt ■tiitymmiva  w.*H«.wt 

Whitcian,  Leroy,  "Adm,  Rlckovtr  says  Military  Influence  Dtcllnts,"  Army 
Navy,  Air  Foret  Journal  and  Rtglstar.  25  April  1964,  2. 


Reports 


Casey;;  William  J.j  and  I.asstr,  J.K,  Executive  Pay  Plans.  1952-1953. 

Roalyrs,  New  York*  Business  Reports,  Inc.,  1952. 

National  Industrial  Conference  Board,  Inc.  Compensation  of  Too  Executives. 

Studies  In  Personnel  policy,  No.  173.  New  York*'  National  Industrie 
Conference*  Boai-d,  Inc.,  I959i 

Nationol  Industrial  Confe’-tnee  Board,  Inc.  Compensating  First-Line 

Supervisors  ir,  Factory  and  Office.  Studies  in  Personnel  Policy, 

SO;  177.  New  York«  National  Industrial  Conference  Board,  Inc., 
15-JO. 

Nitioncu  Industrial  Ccnferen.e  Boa.vd,  Inc.  Top  Executive  Compensation. 

Studies  In  Personnel  Policy' NO.  179.  New  York*  National  Industrial 
Conference  Boards  Inc.,  i960. 


50 


Other  '^urces 


Air  Force  Logistics  Command,  -  "'atterson  AFB,  Ohio.  Personal  Interview 
during  April 

Mr.  Harry  Stiles,  MCMEM,  Industrial  Engineer,  Maintenance 
Engineering  Division. 

Department  of  Defense,  Washington,  D.C.  Personal  Interview  during  April 
1964  withi 

Colopel  John  Exeehl,  Secretary  for  the  Equipment  Maintenance 
Readiness  Council. 

United  States  Air  Force  Headquarters,  Washington,  D.C.  Personal  Interviow 
during  December  1963  and  April  1964  withi 

Mr.  James  B.  Guthrie,  AFSMEBA,  Program  Manager  for  ’P  431  funds, 

Depot  Maintenance,  DCS/Systems  and  Logistics. 

Mr.  fc'.E.  O' Rear,  AFSME,  Assistant  for  Maintenance  Engineering, 
DCS/Systems  and  Logistics. 


Thi»  report  represent*  the  work  of  students  of  the  School  of 
Systems  and  Logistics.  Material  included  in  the  report  hasbesn 
developed  by  the  students  as  a  portion  of  their  educational  program 
during  attendance  at  the  School. 

These  students  have  ?i*d  considerable  experience  in  various 
areas  of  military  logistics.  Consequently,  the  opportunity  for  them 
to  concentrate  this  experisnee  on  the  study  of  specific  Air  Force  or 
Department  of  Defense  current  problems  offers. a  potential  not  readily 
found  elsewhere.  The  conclusions,  and  any  recommendations,  reached 
by  the  students  may  well  be  of  significance  for  the  military  services. 

It  is  with  this  thought  in  mind  that  the  individual  studies  are  published. 

From  the  school  standpoint  these  studies  are  primarily  an  edu¬ 
cational  project;  therefore,  they  Hhould  not  be  viewed  by  the  reader  as 
proposals  or  findings  of  the  School  ot  Systems  and  Logistics  itself. 

The  School’s  objectives  are  met  through  conduct  of  the  research  and 
preparation  of  the  thesis;  implementation  is'then  up  to  the  responsible 
agencies  within  the  USAF  or  other  services.  You,  the  readers,  are 
encouraged  to  give  this  report  an  objective  appraisal  to  assess  its 
applicability  to  current  logistics  problems. 

This  report  is  not  to  be  disseminated  nor  reproduced  in  whole 
or  in  part  without  specific  permission  from  the  Dean,  School  of 
Systems  and  Logistics,  Wright-Patterson  AFB,  Ohio,  45433. 


